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IMPACT ON TAXPAYERS

The Health Coverage Tax Credit (HCTC) is a
refundable tax credit and was created to assist
certain workers who lost their jobs due to foreign
trade and retirees who receive payments from
the Pension Benefit Guaranty Corporation. Our
review identified that processes were developed
to ensure HCTC payments were timely and
accurately processed. All payments TIGTA
reviewed were sent to the Health Plan
Administrators on time to ensure the continuity
of the individual’'s health coverage.

WHY TIGTA DID THE AUDIT

The American Recovery and Reinvestment Act
of 2009 (Recovery Act) included provisions to
help make health coverage more affordable.
These provisions are expected to improve the
availability of health coverage to eligible
individuals and their qualifying family members.
In Calendar Year 2008, the Internal Revenue
Service (IRS) processed 159,012 payments
totaling $121.8 million, which included

$44.1 million in payments from individuals and
$77.7 million in Federal Government subsidies.
Our overall objective was to evaluate the
efficiency and effectiveness of HCTC payment
processing.

WHAT TIGTA FOUND

The IRS timely and accurately implemented
provisions relating to the Advance Monthly
Payment Option included in the Recovery Act.
Our review identified that the IRS increased the
Federal Government portion of health insurance

premiums paid from 65 percent to 80 percent.
The IRS also implemented processes to enable
individuals to request reimbursement for
premiums paid while enrolling in the Advance
Monthly Payment Option.

Although TIGTA found that payments were
timely and accurately processed, the IRS will
face challenges if there is a significant increase
in the number of monthly enrolled participants.
Current IRS systems are built to support only
57,000 enrolled participants in any given month.
In addition, TIGTA identified that eligibility
indicators for 3,661 individuals in Calendar
Year 2009 could not be posted to the respective
individuals’ IRS tax account. HCTC Program
management noted that a business decision
was made to not resolve these unpostable
conditions because they represent less than

1 percent of the accounts for which an indicator
is added. Not establishing a process to resolve
unpostable situations can have a negative
impact on these individuals and result in
taxpayer burden.

WHAT TIGTA RECOMMENDED

TIGTA recommended that the Commissioner,
Wage and Investment Division, develop a
process to ensure accuracy of Health Plan
Administrators’ information on the IRS financial
system and HCTC financial system; ensure
individuals participating in the Advance Monthly
Payment Option receive accurate Health
Coverage Tax Credit (HCTC) Advance
Payments (Form 1099-H) payment information;
and identify and resolve unpostable records to
ensure eligibility indicators are added to
individuals’ tax accounts.

The IRS agreed with two of the three
recommendations. The IRS disagreed with our
recommendation to ensure individuals receive
accurate Forms 1099-H. IRS management
indicated that individuals receive accurate
Forms 1099-H and the form is for information
only. Notwithstanding IRS management’s
response, TIGTA found that some individuals
did receive inaccurate Forms 1099-H.

Form 1099-H needs to be accurate because
individuals receiving Forms 1099-H use this
information when preparing their tax returns.
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MEMORANDUM FOR COMMISSIONER, WAGE AND INVESTMENT DIVISION

FROM: (for) Michael R. Phillips
Deputy Inspector General for Audit

SUBJECT: Final Audit Report — Health Coverage Tax Credit Recovery Act
Provisions Were Timely Implemented, but Program Capacity Is
Limited (Audit # 201040106)

This report presents the results of our review to evaluate the efficiency and effectiveness of the
Health Coverage Tax Credit payment processing. This audit was conducted as part of the
Treasury Inspector General for Tax Administration Fiscal Year 2010 Annual Audit Plan and
addresses the major management challenges of Taxpayer Protection and Rights and Erroneous
and Improper Payments and Credits.

The American Recovery and Reinvestment Act of 2009 (Recovery Act)* provides separate
funding to the Treasury Inspector General for Tax Administration through September 30, 2013,
to be used in oversight activities of Internal Revenue Service programs. This audit was
conducted using Recovery Act funds.

Management’s complete response to the draft report is included in Appendix VII.

Copies of this report are also being sent to the Internal Revenue Service managers affected by the
report recommendations. Please contact me at (202) 622-6510 if you have questions or

Michael E. McKenney, Assistant Inspector General for Audit (Returns Processing and Account
Services), at (202) 622-5916.

LPub. L. No. 111-5, 123 Stat. 115 (2009).
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Background

The Health Coverage Tax Credit (HCTC) was signed into law on August 6, 2002, as a
component of the Trade Adjustment Assistance Reform Act of 2002." The HCTC is a refundable
tax credit® and was created to assist certain workers who lost their jobs due to foreign trade and
who receive benefits through the Trade Adjustment

Assistance or Alternative Trade Adjustment Assistance The intent of the HCTC is to

programs as well as eligible recipients of pensions that make health coverage more

are being paid by the Pension Benefit Guaranty affordable for certain groups of

Corporation (PBGC).? people who otherwise might not
beinsured.

The Internal Revenue Service (IRS) administers the

HCTC in partnership with other Federal agencies,

States, and the private health care industry. State workforce agencies, the Department of Labor,
and the PBGC are responsible for identifying potentially eligible individuals. The State
workforce agencies and the PBGC transmit records of potentially eligible individuals to the IRS.
States transmit this information daily and the PBGC transmits monthly. The IRS created the
HCTC Program office to oversee the administration of the HCTC. The IRS is responsible for
ensuring that potentially eligible individuals meet program requirements and that monthly
payments are accurately processed. This includes:

e Sending monthly invoices to eligible individuals for their share of the monthly medical
premium.

e Processing monthly payments from individuals.

e Combining the individual’s payment with the Federal Government’s share of the monthly
medical premium and forwarding the full monthly premium payment to the Health Plan
Administrator.

e Providing annual information detailing the amounts paid by the individual and Federal
Government for monthly health insurance premiums for posting to individuals’ tax
accounts.

! Pub. L. No. 107-210, 116 Stat.933 (2002).

2 For this type of tax credit, the taxpayer can receive a refund even if they did not owe any taxes or earn any income.
® When an employer cannot continue paying pensions to its retirees, the PBGC may be requested to take over the
responsibility of paying pension benefits to the employer’s retirees.

Page 1
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The HCTC can be obtained in the following ways:

e Annually - Individuals can claim the credit on their annual Federal tax return by
preparing and including a Health Coverage Tax Credit (Form 8885).

e Advance Monthly - This option allows more affordable and accessible health coverage
for eligible individuals because a significant percentage of their monthly health insurance
premium is subsidized by the Federal Government. Individuals can submit an application
to the IRS requesting enrollment in the Advance Monthly Payment Option. The IRS
ensures the individual meets program requirements.

e Combination - Some individuals claim the credit using a combination of claiming the
credit on their annually filed tax return and also receiving the advance monthly credit.

Figure 1 shows the number of individuals participating in the Advance Monthly Payment Option
during Calendar Years 2007 through 20009.

Figure 1: Number of HCTC Participants Participating in the Advance Monthly
Payment Option for Calendar Years 2007 through 2009

Advance Monthly Payment Option
Calendar Number of
Year I\l;Ir:ntT\li; Number of Monthly | Amount of Monthly
4 5
Participants Payments Payments
2007 21,877 171,227 $127 M
2008 20,489 159,012 $122 M
2009 26,960 192,373 $148 M

Source: IRS’ HCTC Program office.
Contractors and other Federal agencies assist in the Advance Monthly Payment processing

The Health Insurance Tax Credit Administration appropriation provides funding for contractor
support to administer the HCTC Advance Monthly Payment Option. The HCTC Payment
Processing Operation uses several facilities nationwide for the processing of Advance Monthly
Payments. Appendix V provides a description of these facilities.

* This is the number of payments sent to Health Plan Administrators for individuals that participate in the Advance
Monthly Payment Option.

® This consists of the individual’s payment for his or her share of the health premium, the Federal Government
subsidized payment, and the individual’s payment for other health premiums (e.g., dental or vision benefits that are
not part of the individual’s comprehensive health plan) that together pay in full the individual’s monthly health
premium.

Page 2
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Figure 2 details the payment processing for the Advance Monthly Payment Option.

Figure 2: Payment Process for Advance Monthly Payment Option

Bvod iled to Individual. Amount due on invoice is 20% of medical
St S premium and 100% of other premium
w [{e.9., dental or vision insurance).

¥

Individual sends payment to
a designated site that
processes payments.

¥
The designated site for
payment processing ensures

the individual is eligible for Individual not aligible for HCTC Program?
the HCTC Program before ——
depositing his or her Payment rejected and sent back.
payment in the U.S.
Treasury.

b J

Payment file received from
designated site and
processed by the IRS.

Payment less than amount due on invoice?
Individual is responsible for paying 100% of
short amount to Health Plan Administrator,

Payment egqual
am?""ti::; Ll Payment more than amount due on invelice?
b Overpayment applied as credit to individual's

account to pay for future months® premiums.

YES

¥

The IRS adds Faderal
subsidy (80% of medical
premium) to individual's

payment and forwards

payment file to U.S.
Treasury for disbursemant
of check.

¥

5. Treasury sends check to
Health Plan Administrator for
individual's medical premium

and other premium.

Source: HCTC Payment Processing Flowchart.
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The American Recovery and Reinvestment Act of 2009 (Recovery Act)°® activities require a high
level of scrutiny, and taxpayer dollars spent on economic recovery must be subject to
unprecedented levels of transparency and accountability. Federal agencies are required to ensure
Recovery Act funds are used for authorized purposes and appropriate measures are taken to
prevent fraud, waste, and abuse. As such, the Treasury Inspector General for Tax Administration
is required to monitor IRS implementation of Recovery Act provisions, and this audit was
conducted to meet those requirements.

This review was performed at the HCTC Program office in Washington, D.C., HCTC Lockbox
office in St. Louis, Missouri, HCTC Finance and Accounting office in Houston, Texas, HCTC
Processing Center in San Antonio, Texas, and the IRS Beckley Finance Center in

Beckley, West Virginia, during the period November 2009 through May 2010. We conducted
this performance audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions based on our audit
objective. We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objective. Detailed information on our audit objective,
scope, and methodology is presented in Appendix I. Major contributors to the report are listed in
Appendix II.

®pub. L. No. 111-5, 123 Stat. 115 (2009).
Page 4
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Results of Review

Advance Monthly Payments Were Timely and Accurately Processed

The IRS is responsible for processing and approving all payments on behalf of HCTC

participants. The IRS has developed processes and has taken actions in an effort to ensure the
accurate and timely processing of payments for those individuals participating in the Advance
Monthly Payment Option. In Calendar Year 2008, the IRS processed 159,012 payments totaling
$121.8 million, which included $44.1 million in payments
from individuals and $77.7 million in Federal Government | processes have been developed

subsidies. to ensure accurate and timely
. .. ] processing of HCTC Advance
Our review of a statistically valid sample of Advance Monthly Payments.

Monthly Payments associated with 90 individuals in
Calendar Year 2008 found that payments were timely and
accurately processed. There were a total of 731 payments processed for these individuals. We
traced these payments from the receipt of the participating individual monthly premium payment
through to the issuance of the payment to the Health Plan Administrator. We found that all
payments were sent to the Health Plan Administrators on time to ensure the continuity of the
individual’s health coverage.

The accuracy of payment processing is primarily attributable to the multiple monthly accounting
reconciliations the IRS performs. These reconciliations are used to ensure the accuracy of
Advance Monthly Payment processing from receipt of an individual’s payment at the bank to the
posting of the payment that is transmitted to the Health Plan Administrator to an individual’s tax
account. These reconciliations are designed to identify discrepancies between the multiple
systems used by the various Government agencies and the contractor involved in the processing
of the Advance Monthly Payments. If discrepancies are identified, efforts are initiated to resolve
the discrepancy. Figure 3 provides a brief description of the reconciliations performed by the
IRS.

Page 5
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Figure 3: Reconciliations of Advance Monthly Payment Option

Category

Description
of IRS Actions’

Designated Site for Processing
Individuals’ Payments

e Verifies that the site’s deposit of individuals’ payments agrees
with the Government’s deposit and HCTC payment records.

Credit Card

e Confirms the deposit of individuals’ payments by credit card
agrees with the records of the credit card processing center.

Health Plan Administrators

e Verifies that the amount received from an individual is paid to
the Health Plan Administrator.

o Identifies differences between the individuals’ payments and
payments sent to Health Plan Administrators.

e Verifies the amount paid to the HCTC Program’s Health Plan
Administrators agrees with the Government’s Health Plan
Administrators payments.

e Compares the total General Ledger expense amount with the
total Health Plan Administrators payment runs.

Returned Funds/Repayments

o Verifies returned funds/repayments ending balance agrees with
accounting records.

e Low credit balance on an individual’s account or small
over-refund received from an individual or Health Plan
Administrator is moved from account.

Refunds

e Reconciles the Refund Voucher amounts forwarded to the IRS
with the IRS Finance Center’s refund amounts.

e Researches individuals’ accounts with credits to determine
whether appropriate to issue a refund.

Accounts Receivable and
Accounts Payable

o Identifies any receivable accounts that do not have a zero
balance and verifies all payable accounts have been paid.

Source: IRS’ HCTC Program.

Our review of reconciliations performed during the period January 2008 to September 2009
showed that each month the IRS performed the reconciliations designed to ensure payments were
accurately processed. In addition, our validation of the December 2008 reconciliations identified
that the discrepancies identified from these reconciliations were timely resolved by the IRS.

" These steps are performed by a contractor for the IRS.

Page 6
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Actions Were Taken to Implement the Health Care Tax Credit
Provisions Included in the American Recovery and Reinvestment Act
of 2009

The IRS timely and accurately implemented provisions relating to the Advance Monthly
Payment Option included in the Recovery Act. The Recovery Act included provisions to help
make health coverage more affordable. These provisions are expected to improve the
availability of health coverage to eligible individuals and their qualifying family members.
Provisions include:

e Changing the Federal Government portion of health insurance costs. The Federal
Government subsidy of the health care premiums increased from 65 percent to 80 percent
for qualified health insurance premiums. The increase covers the period April 2009
through December 2010.

e Allowing individuals to receive reimbursement for premiums paid while enrolling in the
Advance Monthly Payment Option (beginning August 2009 through December 2010)
rather than waiting to file their annual tax return to claim the HCTC.

e Allowing family members to continue receiving the HCTC after certain life events.
e Expanding taxpayer eligibility in the Program.

Our review confirmed that the IRS increased the Federal Government portion of health insurance
premiums paid from 65 percent to 80 percent. The IRS developed the necessary programming to
increase the Federal Government portion for individuals participating as of April 2009. The
increased portion was reflected in participants” April 2009 invoices that were sent prior to the
April 17, 2009, due date specified in the legislation.

In addition, the number of individuals participating in the Advance Monthly Payment Option
during the period April 2009 to April 2010 increased 67 percent. Figure 4 shows that, since the
Recovery Act raised the percentage of health insurance premiums paid by the Government, the
number of individuals participating in the Advance Monthly Payment Option increased from
15,553 individuals in April 2009 to 25,960 in April 2010.

Page 7
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Figure 4: Participation in the Advance Monthly Payment Option Since the
Recovery Act Increased the Percentage of Health Insurance Premiums Paid by
the Government

30,000

25,000

20,000

15,000 -

10,000

5,000

April 2009 - April 2010

—e— Number of Individuals

Source: IRS’ HCTC Program.

Furthermore, the IRS implemented processes to enable individuals to request reimbursement for
premiums paid while enrolling in the Advance Monthly Payment Option. To implement the
requirements of the Recovery Act, the IRS:

e Developed The Health Coverage Tax Credit (HCTC) Reimbursement Request
(Form 14095)°® and associated instructions. Individuals use this form to request
reimbursement for 80 percent of the premiums that they paid directly to a qualified health
plan while enrolling in the monthly HCTC Program. For example:

& See Appendix VI for an example of Form 14095.
Page 8
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Individual A pays monthly health premiums of $450 directly to his or her health plan for
the months September, October, and November 2009. Individual A is eligible to receive
the HCTC and elects to participate in the Advance Monthly Payment Option, completing
the Monthly HCTC Registration Form to enroll in this option. When
registering for the Advance Monthly Payment Option, Individual A can
now request reimbursement for 80 percent of the $450 the individual
paid for his or her health insurance premiums for the months of
September through November 2009. Once the HCTC Program processes the registration
form, reimbursement request, and supporting documentation for each month,

Individual A will receive a reimbursement credit totaling $360 (80 percent of the $450
they paid) for each month on his or her HCTC account.

Example

e Added a Reimbursement Request section to the HCTC Program Kit® for an individual to
request reimbursement of premiums he or she paid when registering for the Advance
Monthly Payment Option.

e Updated the IRS web site (IRS.gov) to include information regarding the reimbursement
option resulting from provisions in the Recovery Act.

e Established a work site staffed by 11 Invoice Verification Customer Service
Representatives and 6 accountants located in San Antonio, Texas, to process
reimbursement claims. To assist these individuals in the accurate processing of the
reimbursement claims, the IRS developed a training manual and trained these individuals.

To claim a reimbursement, an individual must prepare either the stand alone Form 14095 or The
Health Coverage Tax Credit (HCTC) Reimbursement Request Form (Form 14095-A) in the
Health Care Tax Credit Program Kit (Publication 4181) and mail the form to the IRS’

San Antonio site for processing. Either form requires the individual to identify the eligible
month(s), monthly payment amounts, dates of payment, and total premiums paid for which
reimbursement is being requested.

Individuals must attach proof of payment with the submitted request form. If approved, the
HCTC Program posts the reimbursement as a credit on the individual’s HCTC account. If
denied, a letter is mailed to the individual to explain why his or her request for reimbursement
was not approved. An individual’s reimbursement claim can be denied for various reasons, such
as ineligibility, the reimbursement request is from a previous tax year, or the individual is not
currently registered for the Advance Monthly Payment Option.

Our review showed that the IRS received 7,798 reimbursement claims submitted by individuals
from September 2009 through January 2010. As of January 27, 2010, the IRS processed and
approved 6,824 reimbursements totaling more than $4.8 million. Our review of a statistically

® The HCTC Program Kit has the Monthly HCTC Registration Form and the Reimbursement Request Form.
Page 9
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valid sample of 135 reimbursement credits for 74 individuals identified that reimbursement
credits were timely (on average claims were processed within 50 calendar days) and accurately
processed with amounts requested for reimbursement
supported by proof of payment.

The IRS processed and ) o
approved 6,824 HCTC However, our review found the reconciliation that HCTC

reimbursement claims as of Program management currently performs for
January 27, 2010, totaling more | yajmbyrsement credits is a time-consuming manual
than $4.8 million. . . .

process and increases the risk of potential errors. The
reconciliation assists the IRS in ensuring the accuracy of
the amounts provided for reimbursement. The
reconciliation requires the HCTC Program manager to compare each line of the Reimbursement
General Ledger Report to the Posted Report showing the reimbursement credits that have posted
to individuals’ accounts. In December 2009, the Reimbursement General Ledger report had
3,083 line items that had to be manually compared to the report of posted reimbursement credits
to confirm the accuracy of the information.

HCTC management indicated that it is very time consuming to manually compare approximately
1,702 reimbursement credits on the individuals’ accounts to the accounting records. HCTC
management is aware of the benefits of automating reconciliation processes. Representatives
from the HCTC Project Office indicated that they elected to perform the reconciliation manually
to monitor the processing of reimbursement claims to identify any problems with processing and
to identify opportunities to automate steps in the process. Subsequent to our discussion with IRS
management, the process of reconciling reimbursement credits was automated in February 2010.
Management noted that additional report enhancements are planned.

Improvements Can Be Made to Increase the Efficiency of the Advance
Monthly Payment Processing

Although we found that payments were timely and accurately processed, the IRS will face
challenges if there is a significant increase in the number of monthly enrolled participants as a
result of provisions included in the Recovery Act or the newly enacted health reform legislation.
Prior to the Recovery Act, the IRS estimated the number of potentially eligible individuals to be
approximately 300,000 in any given month. Estimates in support of the provisions in the
Recovery Act indicate 570,000 individuals could be eligible. Notwithstanding the estimates of
potential participants, IRS management noted that the HCTC Program and systems™ are built to
support only 57,000 enrolled participants.

19 The HCTC Program has a financial system that maintains financial and health plan data for HCTC participants
enrolled in the Advance Monthly Payment Option and a customer management system that maintains case related
data for HCTC participants.

Page 10
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The number of enrolled individuals participating in the Advance Monthly Payment Option
increased by 67 percent from April 2009 (implementation of the Recovery Act) to April 2010.
Participation is low when compared with the large number of individuals that are eligible to
participate. However, results of surveys required by the Recovery Act may further increase
participation. To address concerns regarding low participation, the Recovery Act requires the
Secretary of the Treasury to perform a biennial survey of individuals eligible to participate in the
HCTC Program. The survey and report would include both HCTC participants and non-HCTC
participants and may help identify potential causes for the low participation. Results of these
surveys may be used to help increase participation.

Further, the Patient Protection and Affordable Care Act' and the Health Care and Education
Reconciliation Act of 2010 created another refundable tax credit (Premium Assistance Credit)
for eligible individuals and families who purchase health insurance through an exchange. Like
the HCTC, the Premium Assistance Credit allows for the advance payment of the premium
assistance tax credits. The Federal Government would pay the Premium Assistance Credit
amount directly to the individual’s insurance plan. Current projections indicate potentially

29 million individuals would receive these Federal premium subsidies, estimated to cost

$511 billion through Fiscal Year 2019. If it is necessary for the HCTC Program office to be
involved in the administration of the Premium Assistance Credit, it would present additional
Program administration challenges.

The current Advance Monthly Payment process requires
significant coordination between multiple Federal To process Advance Monthly
agencies, contractors, and the IRS. Payments are received Payments, the IRS was required
at the lockbox site and processed and deposited. Once this to create the HCTC financial
is completed, a payment file is transmitted to the HCTC system, which is separate from
financial system. This starts a complex process to add the | RS’ Systems for tax accounts.
Federal Government portion of the premium to the
individual’s portion and then eventually the payment is
sent to the Health Plan Administrator. Because the HCTC financial system is separate from the
IRS’ systems for tax accounts, each year transactions have to be posted to the individual’s tax
account reflecting monthly individual and Federal Government HCTC payments.

Although a number of electronic systems are involved in the processing of payments, significant
manual involvement is needed to ensure payments are accurately processed. Reconciliations
identify discrepancies regarding payments and have to be manually researched and resolved. For
instance, each month the Open Items on Closed Contract Reconciliation identifies all individuals
with a credit balance on their account. These accounts must be manually reviewed to determine
whether the outstanding credits on individual accounts should be refunded. In September 2009,

1 pyb. L. No. 111-148, 124 Stat. 119 (2010).
2 pub. L. No. 111-152, 124 Stat. 1029 (2010).
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this reconciliation identified 148 individuals with credit balances. It took 2 accountants 3 to

4 days to review these accounts and to take the appropriate actions. The IRS issues a refund to
an individual when the credit on his or her account is a result of contract cancellation. However,
individuals can have credits on their HCTC account for a variety of reasons. Often, an individual
makes an overpayment in the current month to cover premiums in future months, and the credit
from the overpayment stays on the individual’s account until the IRS draws it down to pay for
the next month’s participant portion of the premium.

Overall, the IRS has effectively administered the HCTC but its capacity is very limited
(maximum capacity is 57,000 enrolled participants). In 2007, the IRS performed a study to
identify Program administration and system needs if participation increases above 57,000. This
study included an analysis of administrative costs and actions that would need to be taken should
the number of enrolled participants increase above the maximum level of 57,000 individuals.
The study noted the significant interaction that the Program requires with both the participant
and the Health Plan Administrator. The study found that the monthly HCTC Program interacts
with an average participant 30 to 35 times per year as well as at least 12 interactions with a
Health Plan Administrator.

Processes are needed to ensure the accuracy and consistency of information
included in the various payment processing systems

The Advance Monthly Payment Option requires coordination between multiple entities and
several computer systems. As a result, the payment processing systems are vulnerable to
inconsistencies because of the continual need for exchanging payment data between the HCTC
and IRS systems.

Identification of Health Plan Administrators participating in the Advanced Monthly Payment
Program is inconsistent between the HCTC and IRS systems. Our comparison of Health Plan
Administrators contained on the IRS’ financial system* showed 183 more Health Plan
Administrators than listed on the HCTC financial system. HCTC Program management
indicated that the list we received on November 6, 2009, was the HCTC master list of Health
Plan Administrators that have or currently are participating in the Advance Monthly Payment
Option. These 183 Health Plan Administrators were created on the IRS’ financial system during
the period September 9, 2004, to November 6, 2009. In addition, we identified another 20
Health Plan Administrators for which the Taxpayer Identification Number (TIN)* listed for the
Health Plan Administrator was not consistent between the IRS financial system and the HCTC

3 The IRS financial system is a commercial-off-the-shelf software package, designated as the Integrated Financial
System.

A TIN is a nine-digit number assigned to taxpayers for identification purposes. Depending upon the nature of the
taxpayer, the TIN is an Employer Identification Number, a Social Security Number, or an Individual TIN.
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financial system. Eight of these 20 Health Plan Administrators received 419 payments for
individuals’ medical premiums totaling $229,127.68 in Calendar Year 2008.

The IRS financial system routinely interfaces with the external HCTC financial system® at the
IRS Computing Center located in Sterling, Virginia. The IRS financial system adds the Federal
Government portion to the individuals’ payments and is the system that issues the monthly
payments for individuals’ health premiums to the Health Plan Administrators. Therefore, both
systems should reflect the same Health Plan Administrators participating in the Advance
Monthly Payment Option.

Inconsistencies were identified between payment transactions reflected on the HCTC financial
system and payment transactions on the participating individuals’ tax accounts. Our review of
Calendar Year 2008 transactions identified 174 individuals that received a Health Coverage Tax
Credit (HCTC) Advance Payments (Form 1099-H)* with an amount that did not agree with their
HCTC amounts on their tax account. Inaccurate information on Forms 1099-H can result in
individuals erroneously claiming an incorrect HCTC amount when filing a tax return. For these
174 individuals, the total amount reflected on their Form 1099-H did not match the amount of
Federal Government payments reflected on their IRS tax accounts. These discrepancies totaled
$60,534. The IRS has not developed a process to ensure that the Federal Government payments
reported on IRS tax accounts are consistent with those reported to taxpayers on Forms 1099-H.

IRS tax account information for individuals participating in the Advance Monthly Payment
Option should accurately reflect the total payments paid by the individual and the total
subsidized payments paid by the Federal Government during the year. The IRS issues a

Form 1099-H to each individual participating in the Advance Monthly Payment Option to show
him or her the amount of the Federal Government subsidy that was paid each month of a year for
his or her medical premiums. An individual can use this information to determine the amount he
or she can claim at year-end on his or her annual tax return.

HCTC records contained some invalid TINs for Health Plan Administrators. Our comparison
of Health Plan Administrator TINs included in the HCTC systems to IRS tax records identified
34 (1 percent) of 2,671 Health Plan Administrators on the HCTC’s November 6, 2009, list as
having an invalid TINs. An invalid TIN is one that has not been assigned by the IRS to the
Health Plan Administrator. When we brought this issue to the attention of HCTC Program
management, they responded that the accuracy of a Health Plan Administrator’s TIN is not
imperative as this information is not relevant for the HCTC systems.

Notwithstanding management’s position, we believe that the IRS should ensure that the Health
Plan Administrator TINs are accurately reflected in HCTC systems. Based on our review of the

1> The HCTC system is an IRS system outside of the IRS network and maintained by contractors.
18 Form 1099-H is used to report advance payments from the Department of the Treasury (Government portion) on
behalf of eligible individuals.
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registration forms submitted to the HCTC Program by these 34 Health Plan Administrators, 16
(47 percent) of the invalid TINs were the result of an HCTC employee not correctly inputting the
information into the HCTC systems.

Processes should be established to ensure HCTC eligibility indicators are added
to the associated individuals’ tax accounts

Our review identified that eligibility indicators for 3,661 individuals in Calendar Year 2009
could not be posted to the respective individuals’ IRS tax account. HCTC Program management
has indicated that they are aware that indicators are unable to post to some of the eligible
individuals’ tax accounts. Management noted that a business decision was made to not resolve
these unpostable conditions because they represent less than 1 percent of the accounts for which
an indicator is added.

However, in our review of a statistically valid sample of 111 of the 3,661 unpostable accounts,
we were able to locate the associated IRS tax account for 55 (50 percent) of the individuals for
which the indicator was unpostable. For the remaining 56, there was no record of a tax account
for the individual for Calendar Year 2009; therefore, the IRS would have been unable to post the
indicator. The IRS should identify unpostable eligibility indicators and, once identified, research
those individuals for whom a tax account exists to add the indicator.

Every December, the IRS generates a tape from the HCTC customer management system'’ that
identifies individuals eligible for the HCTC. This tape is used to update the IRS tax account
information that allows the individual to claim the HCTC on his or her annual tax return.
Without this indicator, the individual cannot receive money for the premium paid throughout the
year. For example:

7 The customer management system maintains eligibility, payment history, policy, health plan, and case-related
data for all HCTC participants.

Page 14



Health Coverage Tax Credit Recovery

Act Provisions Were Timely Implemented, but
Program Capacity Is Limited wt’

*
%*
* * * RECOVERY.GOV

Individual A makes monthly premium payments directly to his or her health provider
throughout the year and claims the HCTC on his or her annual tax return and attaches
. Form 8885 with the required supporting documentation. Because the
Example ' HCTC indictor is not present on the individual’s IRS tax account, the
HCTC is disallowed and the tax return is sent to the Error Resolution
function and tax examiners will correspond with the taxpayer. The individual would be
required to contact his or her State agency or the PBGC to obtain evidence that he or she
is eligible for the HCTC. Once the individual receives the evidence of eligibility, that
evidence would have to be forwarded to the HCTC Program and ultimately worked by a

post-processing function, IRS Accounts Management. This process will needlessly delay
the individual from receiving the HCTC to which he or she is entitled.

Not establishing a process to resolve unpostable situations can have a negative impact on these
individuals and result in taxpayer burden. If an individual legitimately elects to claim both the
monthly credit and the year-end credit, they could not receive the year-end credit because there is
no eligibility indicator on the IRS tax account because the unpostable condition was not
resolved. In addition, an individual would receive a Form 1099-H generated from the HCTC
customer management system; however, the advance payment information on the Form 1099-H
would not be reflected on the IRS tax account because the eligibility and advance payments did
not post for that individual.

Recommendations

The Commissioner, Wage and Investment Division, should:

Recommendation 1: Develop a process to ensure Health Plan Administrators reflected on the
HCTC systems are consistent with those reflected on the IRS systems. This should include
ensuring Health Plan Administrators are consistently listed on the IRS financial system and the
HCTC financial system and Health Plan Administrators’ TINs are valid.

Management’'s Response: The IRS agreed with this recommendation. A joint effort
was launched August 2, 2010, by the Beckley Finance Center staff and the HCTC
Payments Processing Team to review, analyze, and correct discrepancies between the
Integrated Financial System and HCTC system.

Also, the HCTC Payments Processing Team and the Beckley Finance Center staff will
conduct joint quarterly quality reviews of HCTC and Integrated Financial System vendor
extracts, to ensure both systems accurately reflect the same data. Any discrepancies will
be worked jointly to ensure data integrity between the two systems.

Recommendation 2: Develop a process to ensure individuals participating in the Advance
Monthly Payment Option receive accurate Form 1099-H payment information.
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Management’'s Response: The IRS disagreed with this recommendation because
individuals participating in the Advance Monthly Payment Option do receive accurate
Form 1099-H payment information. Data contained on Form 1099-H are for information
only. If payment information is updated or changed, a corrected Form 1099-H is issued
to the taxpayer and to the IRS. All IRS HCTC systems correctly reflect accurate payment
data.

Office of Audit Comment: Notwithstanding IRS management’s response, some
individuals did receive inaccurate Form 1099-H information. As we detailed in our
report, 174 individuals received a Form 1099-H with an amount that did not agree with
the HCTC amounts on their tax account. In addition, the IRS indicates that the

Form 1099-H is for information only. We agree that the Form 1099-H provides
information to individuals on the amount of HCTC Federal Government payments, which
is the reason that it should be accurate. Individuals receiving Forms 1099-H use this
information when preparing their tax returns.

Recommendation 3: Develop a process to identify and resolve unpostable records to ensure
eligibility indicators are added to individuals’ tax accounts.

Management’'s Response: The IRS agreed with this recommendation; however,
additional corrective action is not necessary. The IRS submitted a Unified Work Request
that was approved by the Modernization and Information Technology Services
organization for Tax Year 2011 to identify unpostable transactions and generate a report.
This report will be used to manually post these transactions to the Master File.
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Appendix |

Detailed Objective, Scope, and Methodology

Our overall objective was to evaluate the efficiency and effectiveness of HCTC payment
processing. To accomplish our objective, we:

l. Determined whether reconciliations are performed to ensure accuracy of monthly HCTC
financial records.

A. Determined whether reconciliations for Calendar Year 2008 and Calendar Year 2009,
through September, were performed timely.

B. Assessed whether the reconciliations for Calendar Year 2008 and Calendar
Year 2009, through September, identified discrepancies and, if so, whether corrective
actions were taken to address the discrepancies.

C. Obtained the reconciliations completed in December 2008 to determine whether
discrepancies identified were resolved timely and completed correctly.

D. Determined the methodology that the HCTC Program uses to ensure reconciliations
are effectively conducted.

1. Determined whether payments are accurately calculated and timely processed.

A. Determined whether parameters have been established to limit payment of an
individual’s health insurance premium to a designated price level.

B. Obtained the volumes and amounts of Advance Monthly payments to Health Plan
Administrators for Calendar Years 2007, 2008, and 2009.

C. Selected a statistically valid sample of 150 individuals with payments from the
population of 20,434 IRS Returns Processing Individual Master File' records for Tax
Year 2008 cycle 200930 that had a Transaction Code 971 (Miscellaneous transaction
that performs different actions based on the Action Code) with Action Code 170
(Represents an individual’s payment for the Advance Monthly Payment Option) and
Action Code 171 (Represents the Government’s 65 percent portion of the individual’s
monthly premium). We assessed the reliability of the Returns Processing Individual
Master File by performing run-to-run balancing and reviewing a sample of 25 records
against the IRS Integrated Data Retrieval System? and determined the data met extract

! The IRS database that maintains transactions or records of individual tax accounts.
2 IRS computer system capable of retrieving or updating stored information. It works in conjunction with a
taxpayer’s account records.
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criteria and were valid per IRS files. Our sample size was based on a 90 percent
confidence level, a 5 percent error rate, and £3 percent precision level. We reviewed
the individuals’ Advance Monthly Payments in Calendar Year 2008 and found that
the payments were timely and accurately processed.?

D. Matched 20,434 IRS Returns Processing Individual Master File records for Tax
Year 2008 cycle 200930 that had a Transaction Code 971 (Miscellaneous transaction
that performs different actions based on the Action Code) with Action Code 171
(Represents the Government’s 65 percent portion of the individual’s monthly
premium) to a computer extract of the Tax Year 2008 Health Coverage Tax Credit
(HCTC) Advance Payments (Form 1099-H)* to determine whether the amount of
Federal subsidized payments on the IRS Master File® is the same amount as reported
on the Form 1099-H. We assessed the reliability of the Returns Processing Individual
Master File by performing run-to-run balancing and reviewing a sample of 25 records
to the IRS Integrated Data Retrieval System and determined the data met extract
criteria and were valid per IRS files. We validated the reliability of the Form 1099-H
computer extract by reviewing a sample of 25 records on the Integrated Data
Retrieval System to verify eligibility for the HCTC Program and to confirm payments
were made on behalf of the eligible participants.

E. Obtained a list from the IRS with 3,661 transactions pertaining to the Advance
Monthly Payment Option that did not post to individuals’ tax accounts. We selected
a statistically valid sample of 111 transactions from the population of
3,661 unpostable transactions to determine whether a tax account existed to post a
transaction. Our sample size was determined based on a 95 percent confidence level,
5 percent expected error rate, and +4 percent precision level. For each of the 111
transactions, we used the Integrated Data Retrieval System to determine whether an
individual’s entity data were on IRS files.

I1l.  Reviewed the HCTC Program’s Health Plan Administrators on file to determine the
validity of the TINs and to ascertain whether the information is consistent with IRS’
Health Plan Administrators on file.

A. Obtained a file containing 2,671 Health Plan Administrators from the HCTC Program
on November 6, 2009, and obtained a file containing 3,060 Health Plan

® We reviewed only 90 of the 150 individuals with payments in Calendar Year 2008 because the HCTC Program
management could not provide documentation for the remaining individuals due to the burden on the HCTC
Program’s limited resources.

* Form 1099-H is used to report advance payments from the Department of the Treasury (Government portion) on
behalf of eligible individuals.

® The IRS database that stores various types of taxpayer account information. This database includes individual,
business, and employee plans and exempt organizations data.

Page 18



Health Coverage Tax Credit Recovery
Act Provisions Were Timely Implemented, but
Program Capacity Is Limited

*
¥* %
* * * RECOVERY.GOV

Nk’

Administrators on the IRS’ Integrated Procurement System® from the IRS Beckley
Finance Center on January 12, 2010. We also obtained a file of 3,437 Health Plan
Administrators on the IRS’ Integrated Financial System’ as of April 27, 2010, which
showed the date each Health Plan Administrator was created in the Integrated
Financial System. We compared the HCTC Program file of Health Plan
Administrators to the IRS files of Health Plan Administrators to determine whether
the files were consistent and reflected the same Health Plan Administrators
participating in the Advance Monthly Payment Program as of November 6, 2009.

B. Obtained a file containing 2,671 Health Plan Administrators from the HCTC Program
on November 6, 2009. We matched the HCTC Program file of Health Plan
Administrators to the IRS Business Master File® to determine the validity of the TINS.
We assessed the reliability of the Business Master File data by performing a
run-to-run balancing and reviewing a sample of 25 records against the IRS Integrated
Data Retrieval System and determined the data met extract criteria and were valid per
IRS files. We determined whether the American Recovery and Reinvestment Act of
2009 (Recovery Act)® changes to the Advance Monthly Payment HCTC were
implemented by the dates established by the legislation.

C. Used the March 2009 Summed Vendor Payment report for the March 26, 2009,
payment run and March 30, 2009, payment run and the April 2009 Summed Vendor
Payment report for the April 24, 2009, payment run and the April 28, 2009, payment
run to verify whether the Federal Government subsidized payment was timely
changed from 65 percent of an individual’s monthly health insurance premium to
80 percent, as required by the HCTC provisions of the Recovery Act.

D. Obtained the IRS” Wage and Investment Division Scorecard Report to determine
whether the IRS met the legislated date for implementing the reimbursement of health
premiums paid when eligible and enrolling in the Advance Monthly Payment Option.
We secured documentation to ascertain whether a training guide had been developed
and procedures established to reimburse individuals eligible for the Advance Monthly
Payment Option for health insurance payments they paid during the enrollment
process and reviewed documentation to determine whether a review and approval
process of the reimbursement credits was performed before disbursement by the IRS.
In addition, we selected a statistically valid sample of 150 individuals from a

® The IRS procurement system, designated as the Integrated Procurement System, is used to track obligations, create
solicitations and awards, handle vendor files, and generate reports.

" The IRS financial system is a commercial off-the-shelf software package, designated as the Integrated Financial
System.

® The IRS database that consists of Federal tax-related transactions and accounts for businesses. These include
employment taxes, income taxes on businesses, and excise taxes.

°Pub. L. No. 111-5, 123 Stat. 115 (2009).
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population of 4,390 individuals who submitted claims for reimbursement credits from
September 1, 2009, through January 31, 2010. Our sample size was determined
based on a 95 percent confidence level, 50 percent expected error rate, and +8 percent
precision level. We reviewed reimbursement claims with supporting proof of
payment and reimbursement credit details to determine whether the claims were
timely and accurately processed.®

IV.  Interviewed HCTC Program management and obtained documentation to determine
whether the IRS has a process to provide customer service to individuals participating in
the Advance Monthly Payment Option and how the IRS tracks and monitors these
individuals’ issues with the Advance Monthly Payment Option.

Internal controls methodoloqy

Internal controls relate to management’s plans, methods, and procedures used to meet their
mission, goals, and objectives. Internal controls include the processes and procedures for
planning, organizing, directing, and controlling program operations. They include the systems
for measuring, reporting, and monitoring program performance. We determined the following
internal controls were relevant to our audit objective: the Recovery Act; Internal Revenue
Manual; Standards for Internal Control in the Federal Government;* and HCTC Program
policies, procedures, and practices for the Advance Monthly Payment Option. We evaluated
these controls by interviewing management, reviewing applicable information, analyzing
advance payment data on the Master File and Form 1099-H, reviewing a sample of Advance
Monthly Payments, and examining Health Plan Administrator information.

19\We reviewed only 74 of the 150 individuals with submitted claims for reimbursement credits from
September 1, 2009, through January 31, 2010, because the HCTC Program management could not provide
documentation for the remaining individuals due to the burden on HCTC’s limited resources.

" GAO/AIMD-00-21.3.1, dated November 1999.
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Appendix IV

Health Coverage Tax Credit (Form 8885)

888 CMB Moo 15405 0074

Form 5 Health Coverage Tax Credit N
2008

Dopartraor of iha Treasry » Attach to Form 1040, Form 1040MR, Form 1040-58, or Form 1040-PR. Scquines ro. 134

Homa of reciplent [F both spousss ane reciplents, complata o separabe Torm for cach spousey Feclplent's soclal securtty numbsr

Before you begin: Sso Definitions and Special Rules that begin on page 2.

D not cormplete this form if you can be claimed as a depandant on somsons elas’s 2008 tss retum.

AU THOMN
I3l  Complete This Part To See it You Are Eligible To Take This Credit

1  Check the boxes balow for esch maonth in 2008 that all of the follvewing statarmeants wers true on the first day of that rmonth.

# You wera an sligible trede adjustmant i e [TAA) recipient, altermative TAA [ATAA) recipiant, or Pension Banefit
Guaranty Corpomstion (PBGC) pension ecipient.

& You wears coverad by a gqualifisd haalth insursncs plan for which you paid the premiumes, or your portion of the premiums,
dirscthy to your health plan.

# You wers not entitled to Medicare Part A or enrolled in Medicars Part B.
& You wers not enrolled in Medicald or the State Childran’s Health Ireurance Program (SCHIP).

* You were not enrclled in the Federal Employses Health Banefite Program (FEHBP) or aligible to recsive bansefite under
the LS. military health systern (TRICARE).

& You wers not impriscnsd under faderal, stats, or local authority.
& You wers not coversd by any smployer-sponsored health insurance plan {ses the instructions for lime 1 on page 3).

O January [0 February O March O Al O May O Juns

0 Jduly O August O September [0 October [0 MNovernber [ Decamber
Liclid]] Health Coverage Tax Credit

2 Amount paid for qualified health ireurance cowverags for all months checked on line 1 (sss
instructions on page 3). Do not include on line 2 any qualifisd heahth insurance premiums
paid to “LLS. Treasury—HCTC™ or any insurance pramiums on coversgs that was sctualty paid
for with a National Ememgency Grant. Aleo, do not include any advance [monthly) payments
from Form 1088-H, box 1 - - . . . . o o o o L . o o o o oo e o 2

Youw must attach the required doecuments listed on page
1! 4 for any amounts included on line 2. If you do not attach

the required documents, your credit will be disallowed.

2  Erter the total smount of any Archer MSA and health ssvings account distributions used to

pay for gqualified health ineurance coverage for all monthe checked on lime1 . _ . | 3
4  Subtract line 3 from line 2.  zer or less, stop; you cannot take the credit = . . . . 4
5 Health coverage tax credit. Multiply line 4 by 65% [(65). Enter the result here and on Form
1040, line 68 [chack box d); Forrm 1040MR, line 63 (check box ¢); Forrm 1040-55, line 9; or
Form 1040-PA, line ® _ _ _ _ _ _ _ . _ _ _ _ _ _ _ _ _ . . . . . . [
For Paperwork Reduction Act Notice, ses page 4. Cat. Mo, 3404190 Form B8BS5 oo
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Appendix V

Role of Each Location in the Health Coverage Tax
Credit Program

e Washington, D.C. (HCTC Program office)

The Headquarters office in Washington, D.C., provides oversight of the monthly HCTC Program
and works in conjunction with the Finance and Accounting office in Houston, Texas, the
Beckley Finance Center in Beckley, West Virginia, and the U.S. Bank.! They develop and
maintain policy, certify manual and electronic payments for processing, and resolve erroneous
payment issues. They are responsible for resolving management issues with the U.S. Bank,
developing and maintaining work process flows and desk guides, performing Program
Management Review for the Payment Processing Operations team, and resolving escalated
Health Plan Administrator issues. In response to a prior Treasury Inspector General for Tax
Administration recommendation,? the HCTC Program office agreed to establish a manual
process to allow the association of the taxpayer receivable records in a subsidiary ledger with the
Advance Payment Program taxpayer account ledger.

e Waterloo, lowa (Customer Contact Center)

The Customer Service Contact Center is located in Waterloo, lowa, and is a subcontractor that
processes registrations, answers questions, and resolves participant issues. The customer service
representatives collect data, resolve cases, update participant information, handle registration and
payment inquiries, confirm qualified health coverage, verify invoice documentation, and verify
health insurance premiums and premium changes.

e Peoria, lllinois (Distribution Center)

The Distribution Center is located in Peoria, Illinois, and distributes program Kits, registration
forms, program brochures, participant letters, and monthly invoices.

! The U.S. Bank in St. Louis, Missouri, is the lockbox site that processes incoming individuals’ monthly payments.
2 Financial Controls Over the Health Coverage Tax Credit Advance Payment Process Need to be Enhanced
(Reference Number 2006-10-085, dated May 26, 2006).
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e St. Louis, Missouri (Lockbox office)

The U.S. Bank in St. Louis, Missouri, is the lockbox site that processes incoming individuals’
monthly payments. The lockbox site determines whether the participant is eligible for the HCTC
Program and, if not, mails a reject letter with the participant’s check to the participant. However,
the settlement of the checks (that is, deposit) is performed by Citibank, and settlement of credit
card payments is done by the Department of the Treasury through the Pay.gov web site. The
lockbox site also processes Health Plan Administrator returned funds with the HCTC billion
account number.?

e Houston, Texas (HCTC Finance and Accounting office)

The contractor’s (Accenture) Finance and Accounting office is comprised of two sections:
General Accounting and Reporting/Systems Control and Health Plan Administrator
Outreach/Case Management. This office is responsible for all accounting, payment processing,
and vendor-related activities, such as participant account maintenance; Health Plan
Administrator interactions and account maintenance; vendor set-up in the IRS financial system;
Health Plan Administrator returned funds and bulk premium changes; and reconciliation of the
HCTC general ledger.

e San Antonio, Texas (Delivery Center)

The HCTC Program plans to move all accounting and financial activities for the Advance
Monthly Payment Option from Houston, Texas, to San Antonio, Texas. Fiscal Year 2010 was
the transition year for this move, with the San Antonio Delivery Center operational in Fiscal
Year 2009. Starting September 2009, the San Antonio Delivery Center began processing claims
for reimbursement for individuals waiting to enroll in the Advance Monthly Payment Option.

e Beckley, West Virginia (Beckley Finance Center)

The Beckley Finance Center in Beckley, West Virginia, is part of the IRS Chief Financial Office.
The Beckley Finance Center is responsible for processing payments for manual transactions and
electronic payment files, and performs monthly reconciliations for the IRS general ledger. The
Beckley Finance Center supports the HCTC Payment Processing Operations on a daily basis and
performs Health Plan Administrator vendor set-up, manual payment processing, payment file
processing support, post-payment file reconciliation reports, payment cancellations, and
reconciliation of HCTC appropriations to the IRS general ledger.

® Health Plan Administrators mail checks to the lockbox site with a notation that the monies should be applied to the
billion account number. These checks are deposited to the billion account and held there until research is performed
by the HCTC Program to determine the proper application of the monies.
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e Sterling, Virginia / Reston, Virginia (Computer Systems/Computer Support)

The HCTC server is physically located in Sterling, Virginia. The contractor’s computer staff is
located in Reston, Virginia, and provides the systems operations support for the HCTC Program.
The U.S. Bank lockbox site in St. Louis provides daily payment reports to Reston, and the data
are uploaded into the HCTC financial system where the individuals’ accounts are updated with

the payments.
e Detroit, Michigan (Secure Intermediary Site for Transmission of Files)

This site provides a place for receipt of data from an external HCTC system* and transmission of
data to an external HCTC system.

* The HCTC system is an IRS system comprised of two network systems that are outside of the IRS network and
maintained by contractors.
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Appendix VI

The Health Coverage Tax Credit (HCTC)
Reimbursement Request (Form 14095)

Departmernt of the I'EBEI.I'!,I’—I'*GITH!I Revanis Sarvice

F 14005 ~

::E": February 2010) The Healtr! Coverage Tax Credit (HCTC) OME MNo. 1545-2152
Reimbursement Request

Part 1: Provide information about yourself
Mame (first, midale initial, \ast, suffix) Social Security Mumber

Mailing Address {sireet mumber] City. State. Jip

Primary Telephone Mumber (inclde area code)

Part 2: Request reimbursement

Check the box mext to each month of this calendar year for which you are requesting reimbursement. For each month checked, you
certify that you 1) met all eligibility reguirements for the HCTC and 2} that you made payments directly io a qualified health plan for

that manth.
O ey O February O wmarch [ | Apei O May O sune
O duy O August O september [ october [ November [ December

In the tables below, enter the information reguested for EACH MONTH checked abowe. If you are requesting reimbursement for
more than two maonths, copy this form and complete Part 2 for those additional months.

Month and year for which you are requesting reimbursement. Mionth Year

Total monthly premium amount you paid directly to your quabfied health plan
(for yourself and your family members).

Amount you paid for separate dental or vision benefits. These benefis do not
qualify for the HCTC.

3 Amount you paid for family members who are nor qualified for the HCTC, including
yourself if you are enrcliad in Medicare_

4 Amount of National Emergency Grant (NEG) payments recened.

Month and year for which you are requesting reimbursement. Micnth Year

1 Total monthly premium amount you paid directly to your quabfied health plan
{for yourself and your family members).

Amount you paid for separate dental or vision benefits. Thess benefiis do not
qualify for the HCTC.

Amount you paid for family members who are nor qualified for the HCTG, inchuding
yourself if you are enrcliad in Medicare.

2

3

A4 Amount of National Emergency Grant [NEG) payments receiwved.
Part 3: Provide information about your qualified health insurance

Check the box below that applies to the months for which you've requested resmbursement

EI | cerify that the health plan for this reimbursement reguest is the same as the gualified health plan Ested on my Menthly HCTC
Registration.

El The health plan for this reimbursement reqguest is different from the qualified health plan Ested on my Monthty HCTC

Registration. If so, complete Part 5 of the HCTC Registration Update Form (123704 and attach it to this fiorm. This form can
be obtained by going to wwsirs gowbolc
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Part 4: Gather supporting documentis

Include copies of 1) health insurance bills or payment coupons and 2) proof of payment for the months in Part 2 of this form.
1) Your health insurance bils or payment coupons must show the following information:

= Your name {or name of the policy holder)

= Mame of your health plan

= Wour monthly premium amournt

= |Dates of coverage

= Wour health plan identification number

MNote: if your qualified heaith plan does nof prowvide members with an insurance bill or COBRA payment coupon, you must provide

health pfan emvolment documents or an official fetfer from yowr health plan that has fhe required information fisted in the bullsis sbowve.

2) Acceptable proof of payment includes:

= Cancelled checks (copy of front and back)

= Bank staternents

= Credit card statements

= Money order receipts
Naofe: Your proof of payment mu=t indicate the amount paid and fo whom if was paid. i you do mof have one of these proofs of
payment, contact yowr heaith plan for a record of yowr payment|s)_

Part 5: Sign and date this form

Under penaties of pequry, | declare fhal Mhe MEYMation fomished on this famm wirh segand 1o myselr and fo any fmily members), and any

affachments fo it IS true, comrect, and compiete. | understand that 3 knowing and WUy fxse statement on this form can result i my

disqualtication from Me monthiy HCTC program. By signing, 1 aiso agree o aiiow the IRS to share my elgihlity status and payment inbrmation
my health plan

Signature Full Name {primt) Date

For Paperwork Reduction Act Mofice, see instructions. Catalog Mumber 5387 2K Form 14095 (Rev. 2-2010)
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Appendix Vi

Management’s Response to the Draft Report

DERFARTMENT OF THE TREASURY

IR TERMAL A VEMLE o vl L E@EDVE

ATUARNT & Cb 3T ISGE

LM R IR

e el I SEF 2 200

September 2, 2010

MEMORANDUM FOR MICHAEL R PHILLIPS
DEPUTY INGPECTOR GENERAL BER AUDIT
[ - . .
FROM }g’.ﬁichan’i By Jr. Y imrerr, e
% Commissioner. Wage ang Invesfment Dividion

SUBJECT Braft Audt Repont - Health Coverage Tax Credit Recovery Act
Provisians Wers Timely Implementad. but Progeam Gapanity 1s
Lirntec {Aadie & 201040906

We have reviewed the schiect drafl report and appreciate your review of te IRS Realth
Coverage Tax Credit (HCTCY Program and our ymplemeniation of the Arnorican
Racovary and Reinvestmen: Acl of 2000 {(Recovery Ad) prowvsions  We appreciate
your acknowledgement that the HCTC Program Office ensures accurate s limaiy
processing of paymenis: limely and accurately implementad prowsions of the Recovary
fct and garicipation in the Monthiy Credit Oplion has increased since the Recowsry
Act provisions ook affect

The 1RS has agmunisiered the HCTC Program sSince it was oreated in 20002 The tax
sradil is designed to provide assistance paying for heaith msurance 10 a select groun of
inthviduats who might otherwsse be uninsured. For elgible taxpavers, the HOTC makes
health care insurance more affordable by payng A substarnal porion of tner heatth
INSUrarn:a [JTGIT'I'iUITIb.

The HOTL Hecovery Aot provisions iInciuged sereasing the HCTC portion of heattr:
premiuwms pad (rom 65 W 80 percent, reimbursing the taxpayers' porion o REmiums
A dunng 1he enrolimen period aklowing lamily members 1o comtinue receiving
henafits after cerkn life avents: and expandyg taspayer eligibility in the Program.
Efiactive implementation of these provisions was critical (0 ovide jfaxpayers (he
benefilts mandated by the Recovery At

Attached are Qur specfic cominens on your recomnendatiuons. 1 you have sy
guestions, pease cantact me, or 8 member of your staff may contact Ringld: Boyvkn,
- Aciing Program Manager, Health Coverage Tax Credit Ofice. at (202) 283-0600.

Attachrment
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ARtachmant
The Commissienar, Wage and Investment Division, shouid.

RECOMMENDATION 1: Develop » prmcess lo ensure Health Plan Administrators
refiected or the HCTC systems are consistertt with those reflected on the RS sysiemns.
Thes shoutd include ensuring Health Plan Admirsstrators are consmiently sted on the
IRS financiatl aystam and the HCTC financial syetem and Haalth Plan administraiors
TINs are vain

CORRECTIVE ACTION

We agrae with this recommendation. A joint effort by the Beckley Finance Center (BFC)
staff and the Health Coverage Tax Credit (HOTC) Payments Processing Team, 1o
review, analyze, and comett discrepancies betwsen the Integrated Financial System
[IFS})and HCTC systemn, was iaunched August 2, 2010,

Alsn, the HCTC Payments Processing Tearn and the BFC staff will conduci joint
Guarierty quality reviews of HCTC and IFS vendor extracis, (0 ensure both systame
accurately reflecl the sarne data. Any discrepancies will be worhed jointly 1o ensure
data integrty between the twp systems.

MPLEMENTATION DATE
Qctober 15 2010

RESPOMSIBLE OFFICIAL
Program Marager, Health Coverage Tax Credil Office Wage and 1ovestmant hvisinn
Funds Managemert Section. Beckley Finance Cernter

CORRECTIVE ACTION MONTORING PLAN
Wea will mantor this coractive action as pan of owr srernal managemen: contrel
SySIENm.

RECOMMENDATION 2: Develop a process o ensure individuals partigpating in the
Advaniced Monthly Payment Oplion recaive acograe Health Coverage Tax Credit
{HCTC! Advanse Paymeants (Forms 1099-H} payment information.

CORRECTIVE ACTIDN

We digagres with thus recommendation bacause ngividutls pddicipating in the

Aadvanced Monthly Payment Optioh do raceive aceurate Form 1008-H (Health Coverage

Taxs Credit (HCTC) Advance Payments) payment information, Date contained on Form

1086-H is for information only  H payment informaiion is updated ar chanped, &
-rorrected Form 1088-H isissued o the taxpayer and to the IRS. AllIRS HCTC systems

correcty reflect accurate payment data.
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IMPLEMENTATION DAYE
il

RESPONSIBLE OFFICIAL
N

CORRECTWE ACTION MONIT NG F
NfE

RECOMMENDATION 3. Develop e process 0 weniify and resoive unposiabie recores
10 ensure exgibility indicators are added to individusls tax actounts.

CORRECTIVE ACTION

¥/e agree with this recommendation; however, additional comective achon 1s not
necessary Ywa submitied a Unified Work Requast, that was approved try Modernization
and information Technolony Servicas for Tax Year 2011 to entify unposiable
transactons and penerale @ report. This repor, wil be used t manually pesl these
transactions 1o the Masier File

MPLEMENTATION DATE
Comphotag

RESPONSIBLE OFFICIAL
Frogram Manager, Haaith Coverage Tax Credit Office. Wage and towestiment Division

CORRECTIVE ACTION MOKITORING PLAN
MNA
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